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T

itle XV of the Dodd–Frank Wall Street Reform
and Consumer Protection Act1 contains three
provisions requiring public companies to report
in their disclosure documents with respect to conflict minerals, mine safety, and resource extraction. In addition, Dodd-Frank Title IX Section
953(b) requires disclosure of the ratio between a
company’s CEO pay and the median pay of all other
employees. The primary purpose of these requirements is to further political objectives. They are
unrelated to the purpose of the securities laws and
the mission of the Securities and Exchange Commission (SEC).

Severing Disclosure from Valuation
Is a Bad Idea

The SEC defines its mission as “to protect investors, maintain fair, orderly, and efficient markets,
and facilitate capital formation.”2 The statutory
charge to the SEC is:
Whenever pursuant to this title the Commission is
engaged in rulemaking and is required to consider
or determine whether an action is necessary or
appropriate in the public interest, the Commission
shall also consider, in addition to the protection of
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investors, whether the action will promote efficiency, competition, and capital formation.3

The politically motivated requirements in Title
XV distract, or in the case of the proposals for new
disclosure requirements would distract, the SEC
from its mission. Moreover, the requirements do
nothing to further the securities laws’ purpose of
protecting shareholders or providing them with
information that is material to their investment
decisions. Shareholders, when presented with an
opportunity to vote on whether to require such disclosure, have usually voted not to do so.4
These requirements impose unwarranted costs on
issuers that reduce the return on shareholder investments.5 The SEC estimates that the conflict minerals,
mine safety, resource extraction, and CEO pay-ratio
requirements combined will have initial compliance
costs of approximately $5 billion, and ongoing costs
of $1.5 billion annually. (See the discussion of each
rule below for more detailed information about costs
and citations.) Furthermore, by adding to already
voluminous disclosure requirements, they tend to
make it more difficult for investors to find material
information in disclosure documents. By obfuscating rather than informing, these requirements can
be expected to actually harm investors.6
Once the connection between SEC-mandated
disclosure and investment valuation is severed,
the potential disclosure requirements that may be
imposed on public corporations are virtually limitless. These mandates increase costs and harm the
ability of companies to innovate, grow, and create jobs. They reduce the return to investors. They
therefore harm rather than protect investors.
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The Purpose of Securities
Disclosure Laws

The primary purpose of securities law is to deter
and punish fraud.7 Fraud is the misrepresentation of
material facts or the misleading omission of material facts for the purpose of inducing another to act,
or to refrain from action, in reliance upon the misrepresentation or omission. The second purpose of
securities laws is to foster disclosure by firms that
sell securities to investors of material facts about
the company needed to make informed investment decisions.8 Appropriate mandatory disclosure
requirements can promote capital formation, the
efficient allocation of capital and the maintenance
of a robust, public, and liquid secondary market for
securities.9 The reasons for this include (1) that the
issuer is in the best position to accurately and costeffectively produce information about the issuer;10
(2) that information disclosure promotes better allocation of scarce capital resources or has other positive externalities;11 (3) that the cost of capital may
decline because investors will demand a lower risk
premium;12 (4) that disclosure makes it easier for
shareholders to monitor management;13 and (5) that
disclosure makes fraud enforcement easier because
evidentiary hurdles are more easily overcome.14
The conflict minerals, mine safety, resource
extraction, and CEO pay-ratio disclosure requirements do nothing to further any aspect of the SEC
mission or the underlying purpose of the securities laws. They neither protect investors from fraud
nor improve investors’ ability to value their investments. They neither facilitate capital formation,
nor fair, orderly, and efficient markets. And the
proposed political spending and gender-pay-ratio
disclosure requirements share these defects. All
of these provisions, however, increase firms’ costs
and reduce shareholder returns and make it more
difficult for investors to find the information in disclosure documents that is material to their investment decisions. They harm rather than protect
shareholders.

Conflict Minerals from the Democratic
Republic of the Congo

In compliance with Dodd–Frank Section 1502,
the 93-page SEC final conflict-minerals rule15
requires any issuer for which conflict minerals16
are necessary to the functionality or production
of a product manufactured, or contracted to be


manufactured, by that issuer to disclose in the
body of its annual report whether its conflict minerals originated in the Democratic Republic of the
Congo (DRC) or an adjoining country. If so, that
issuer is required to furnish a separate report as an
exhibit to its annual report that includes a description of the measures taken by the issuer to exercise
due diligence on the source and chain of custody of
its conflict minerals. These due diligence measures
would include an independent private-sector audit
of the issuer’s report conducted in accordance with
standards established by the Comptroller General
of the United States. There are additional requirements. In its economic analysis in the final rule, the
SEC estimated that the initial cost of compliance
with the conflict minerals rule “is between approximately $3 billion to $4 billion, while the annual
cost of ongoing compliance will be between $207
million and $609 million.”17
On April 14, 2014, the United States Court of
Appeals for the District of Columbia Circuit issued
a decision in National Association of Manufacturers v.
SEC finding that provisions in the rule violated the
First Amendment to the extent they required a company to state that its products have not been found
to be DRC conflict-free.18 Accordingly, the rule has
been partially stayed by the SEC.19 In general, however, companies remain subject to the conflict-minerals disclosure regime.20 The case was reheard and
the decision was reaffirmed on August 18, 2015. On
February 22, 2016, the Supreme Court granted the
SEC’s request for an extension of time to file a petition for a writ of certiorari to April 7, 2016.21
There is strong reason to doubt whether the provision is even helping to achieve its policy objective.
The Government Accountability Office (GAO) found
that “[c]ompany filings indicate companies exercised due diligence but most were unable to determine whether or not conflict minerals used came
from covered countries, or whether they financed
or benefited armed groups.”22 Furthermore, a recent
empirical analysis found that “[i]nstead of reducing violence, the evidence here indicates the policies
increased the incidents in which armed groups looted civilians and committed violence against them.”
23
This is because Dodd–Frank created an incentive
for armed groups to find alternative sources of revenue. They moved away from conflict minerals to
unregulated sources of mineral revenue or to violent
looting of civilians.
2



ISSUE BRIEF | NO. 4526
March 10, 2016

Mining Safety

In compliance with Dodd–Frank Section 1503,
the 25-page SEC final mining safety rule 24 requires
issuers that are operators of a mine to disclose information regarding specified health and safety violations, orders, citations, legal actions, and miningrelated fatalities. Much of this information must
be reported in a different format to the Mine Safety and Health Administration. The SEC estimates
that approximately 100 companies will be affected
and that compliance with the rule will involve 5,775
hours of company personnel time and approximately $1.1 million for the services of outside professionals.25 Valuing the internal hours at a conservative
$100 per hour (fully burdened), that would amount
to $577,500 cost for internal personnel time for a
total cost of approximately $1.7 million annually or
$17,000 per issuer.

Resource Extraction

In compliance with Dodd–Frank Section 1504,
the 55-page SEC final resource-extraction rule 26
requires resource-extraction issuers to disclose
information relating to any payment made by the
issuer to a foreign government (including companies
owned by a foreign government) or the U.S. federal
government for the purpose of the commercial development of oil, natural gas, or minerals. This information must disclose all payments including taxes,
royalties, fees, production entitlements, bonuses,
and other payments. In its economic analysis in the
final rule, the SEC estimated that the ongoing compliance costs of the rule would be in the range of $173
million to $385 million annually.27

CEO Pay-Ratio Disclosure

In compliance with Title IX Section 953(b), the
85-page SEC final CEO pay-ratio disclosure rule28
requires disclosure of the median of the annual
total compensation for all employees of a company (excluding the CEO but including all foreign
employees); the annual total compensation for the
company’s CEO; and the ratio of the median of the
annual total compensation for all employees to the
annual total compensation for the CEO. The rule
exempts smaller reporting companies, emerging
growth companies, and some other issuers from the
requirements. The SEC estimates that 3,571 companies will be subject to the rule, that the total initial

cost of compliance for all 3,571 registrants affected
by the rule will be approximately $1.3 billion, and
that ongoing compliance costs will be approximately
$526 million per year.29

Efforts to Increase Politically Motivated
Disclosure Requirements

The Dodd–Frank provisions are part of a continuing trend of using the securities laws to mandate disclosures that are not material to assessing
the expected return from investing in a company
(that is, its valuation) to further political objectives. For example, there is a major effort underway
to pressure the SEC into issuing a rule requiring
disclosure of corporate “political spending.”30 The
campaign promoting this rulemaking has generated over one million comments to the SEC.31 The
information disclosed in compliance with this rule
would not be used by investors to assess the value
of their investments, but by activists to pressure
corporation management with respect to political
issues. Issuance of such a rule has been temporarily
barred by Congress.32
Legislation has also been introduced in Congress to require both disclosure and a shareholder
vote before public corporations can make political
expenditures, including independent expenditures,
or give money to a trade association for certain purposes. Spending made in contravention of the rules
set forth in the legislation would give rise to joint
and several liability by a corporation’s officers and
directors equal to treble the amount of the amount
spent.33 The requirements would not apply to private corporations, labor unions, or tax-exempt organizations. There is also a recent petition that asks
the SEC to require public companies to disclosure
“gender pay ratios.”34

Conclusion

The politically motivated conflict minerals, mine
safety, resource extraction, and CEO pay-ratio disclosure requirements in Dodd–Frank harm rather
than protect investors, and reduce firms’ ability
to innovate, grow, and create jobs. They should be
repealed.
—David R. Burton is Senior Fellow in Economic
Policy in the Thomas A. Roe Institute for Economic
Policy Studies, of the Institute for Economic Freedom
and Opportunity, at The Heritage Foundation.
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